Economics 3D: Public Sector Economics by University of Johannesburg
 1 
 
 
UNIVERSITY OF JOHANNESBURG 
 
SCHOOL OF ECONOMICS  
 
 
ECONOMICS 3D: PUBLIC SECTOR ECONOMICS 
 
ECO3DB3/EKN3D01 
 
 
 
Examination: November 2017 
 
 
LECTURER: DR J. DIKGANG, MR J. MAHABIR & MS P.N. NKOSI 
 
MODERATOR: DR M NCUBE 
 
 
Duration: 3 HOURS 
 
TOTAL MARKS: 100 
_____________________________________________________________________ 
Instructions: 
1. Number of pages: 2 
2. The paper consists of four (4) questions.  
3. Each question carries 25 marks. 
4. Answer ALL questions  
5. Write neatly and legibly (We strongly discourage SMS style of writing) 
 
 
 
 
 
 
 
 2 
Question 1                                                                                                     [25 marks] 
(a) Explain the concept of ‘externality’ and distinguish between the different types of 
externalities that one might encounter in the real world.                                (10 marks) 
 
(b) Should Pigouvian taxes be used to internalise the negative external effects of 
tobacco and alcohol consumption?                                                                 (10 marks) 
 
(c) Do you agree with the view that ‘market failure’ is something of a misnomer, and 
that the problem to which it refers is rather one of ‘model failure’?                (5 marks) 
 
Question 2                                                                                                     [25 marks] 
(a) Distinguish primary income from secondary income.                                (6 marks) 
    
(b) Illustrate with the aid of a diagram what you consider to be the optimal value of a 
public project.                                                                                                 (10 marks)                        
 
(c) Explain what is meant by tax equity?                                                          (9 marks) 
                                                          
 
Question 3                                                                                                     [25 marks] 
 
(a) Critically evaluate the international taxation of income, taking into consideration 
the residence principle versus the source principle.    (10 marks) 
 
 
(b) With the aid of a graph, explain the likely effects of an increase in individual 
income tax on the supply of labour.     (15 marks) 
 
 
Question 4                                                                                                     [25 marks] 
 
(a) Explain the assumptions and main arguments of the Tiebout model.       (10 marks) 
 
(b) “A fiscally decentralised system is always more efficient and more equitable than a 
fiscally centralised system.” Discuss.      (15 marks) 
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